
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of; 

AMENDMENT NO. 1 TO THE AGREEMENT FOR ) 
ELECTRIC SERVICE BETWEEN HENDERSON 1 
UNION ELECTRIC COOPERATIVE AND 1 
COBTAIN COAL COMPANY 1 

CASE NO. 94-313 

O R D E R  

On July 28 ,  1994, Henderson Union Electric Cooperative 

("Henderson Union") filed Amendment No. 1 ("Amendment") to its 

Agreement for Electric Service ("Agreement') with Costain Coal, 

Inc. ("Costain") for Commission approval. The Amendment recognizes 

the constructlon of 0 second transmission line by Henderson Union's 

wholeealc power supplier, Big Rivers Electric Corporation ("Big 

Rivers") to extend from Costain's substation yard to Costain's 

Aaher Pan flubstation. The Amendment also creates a security 

provision whereby Costain agrees to provide a bond or letter of 

credit equal to the 5um of the termination charges and demand 

credits set forth in the Agreement but only in the event that 

Costsin's net worth falls below twice the amount of the 

aforementioned charges and credits. The original Agreement, which 

covered the confltruction of a trnnsmission line from Big Rivers' 

system to Costain's substation yard, did not include a security 

provision.' By Order entered August 25, 1994, the Commission 

suspended the Amendment pending further investigation and required 

Case No. 93-229, The Contract for Electric Service Between 
Henderson-Union Rural Electric Cooperative Corporation and 
Costain Coal Company, Order dated October 7, 1993. 
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Henderson Union to provide additional information regarding the 

terms of the Amendment. 

In response to the Commission's Order, Henderson Union stated 

that Costain's current net worth exceeds $I million' and that the 

current termination charges and demand credits under the Agreemant, 

as amended, were slightly less than $500,000. Henderson Union also 

stated that Costain preferred that its net worth not be disclosed 

because of pending litigation in which Big Rivera is attempting to 

have its three coal supply contracts with Costain terminated. 

Henderson Union indicated it did not require a bond or letter of 

credit as a condition of entering the Amendment because it wafl 

attempting to keep the overall cost of service to Costain as low as 

reasonably possible while having adequate security for performance 

of the Agreement as amended. 

Henderson Union indicated that Costain's three contracts with 

Big Rivers comprise only 15 percent of the total sales by Costain's 

western division and that the termination of those contracts would 

have a minimal impact on Costain's ability to meet its obligations 

under the Amendment. Henderson Union also indicated that the 

service provided under the original Agreement, as well as the 

Amendment, was to Costain's East Portal operation while the coal 

supplied Big Rivers came primarily from Costain's Smith operation. 

In Case No. 93-229 Henderson Union's main arguments in 

support of the original Agreement were: (1) Costain's sound 

The support for this statement was a letter from Costain's 
independent auditor which indicated that its stockholdere' 
equity was in excess of $1,000,000 as of December 31, 1993. 
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Pinancial coiidltlon1 ( 2 )  tho oxiotonco of tho thrao long-torin coal 

oupply coi~lracto botwoon Cootaln and Big Rivorn (from which Big 

Rivoro could wlthhold paymont in tho ovont Coetain d i d  not f u l P l l l  

Ita obl lgat lono undor tho Rgroemont)! and (3) Coatain'o rOC@nt 

invootment of $52 million for the dovolopmont of Its a r m  coal 
reaervee. D m Q d  on thOQ0 reproeontationm the Commiaaion approved 

the Agrasmont. Now, ono year lator, i t  appears that two of the 

throo reprooontationo aro no longer valid. 

Recant gubliohod raporto that Costain io Por 0810 highlight 

ita dotoriorating Pinancial condition.' With Cootaln doclining to 

dioclose ita net worth tho rocord done not truly reelect Costainfa 

current financial condition. Nor dooa tho rocord provide any 

evidence OP Costain's ability to continue to ogorato undor tho type 

oP looses it has reportedly incurred in tho firat half of thio 

year. With Big Rivors oooking to tormlnato it5 coal supply 

contracts with Costain thoro is llttlo likolihood that Hendereon 

Union will rotnln any of tho levorago i t  prooontly  ha^, through Blg 

Rivers, to onforce the tormo of the Agroemont. Qiven that Cootain 

is reportedly Por nale, and the uncortaintioe and r ioke  lnheront In 
such a situation, tho Pact that Costain invested $52 million to 

develop i t n  cool renerves may provide ecant oocurlty for  ltu 

unoecured obllgatlon undor the amendmont. 

1 The Lnto Kentucky Editlon oP Tho Courier Journal Of Septomber 
14, 1994, pago 8 of Section B and The State JOurn61 of 
Septembcr 14, 1994, page 10 of Section A lncluded report6 that 
costain was Por ea10 and had incurred oporating lomeo of $15 
million ln the first half of 1993. 
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Given the uncertainties discussed above the Commission is not 

persuaded that the proposed Amendment provides adequate security 

Por Henderson Union, or Por Big Rivers. TherePore, it Pinds that 

the proposed Amendment should be rejected. Henderson Union should 

negotiate a satiseactory security provision and resubmit the 

Amendment within 60 days Prom the date of this Ordor. 

IT IS THEREFORE ORDERED thati 

1. Amendment No. 1 to the Agreement P0r.Electric Service 

between Henderson Union and Costain be and it hereby is rojectad. 

2. Henderson Union shall renegotiate and resubmit the 

Amendment within 60 days oP the date of this Order. 

Done at Frankfort, Kentucky, this 2let day of Octobar, 1994. 

PUBLIC SERVICE COMMISSION 
A 

1 

ATTEST: 

ei-i&2se, 
Execut ve D rector 


